I. INTRODUCTION
E ach year, individuals donate a wide variety of goods to charity, ranging from the mundane, such as used clothing and household items, to unique or valuable objects such as museum quality art, real estate, and corporate stock. In 2005, over 25 million itemizing taxpayers reported $48 billion in deductions for noncash contributions, accounting for about one-fourth of all charitable deductions. While the recipient charities and their benefi ciaries receive substantial benefi ts from these donations, the associated loss in tax revenues or tax expenditure is also substantial: over $9 billion for 2005. The donation of such diverse types of property and the magnitude of the tax expenditure raise many issues with respect to the valuation of donated property, the enforcement of tax rules, and the effects of the deduction on charities.
Public fi nance experts offer two primary rationales for allowing a deduction for charitable donations of cash and property. The fi rst focuses on incentives: the charitable deduction provides an incentive to increase giving by lowering the price of a charitable gift relative to other consumption (Feldstein, 1980; Auten, Sieg, and Clotfelter, 2002) . The deduction increases economic effi ciency to the extent that charities increase the supply of public goods (such as changing the distribution of income by providing benefi ts to low-income households) or services with positive externalities (such as education or the arts), assuming that these goods and services are under-provided in the absence of the deduction. Since the tax subsidy increases with marginal tax rates, some economists have suggested replacing the current deduction with a tax credit, thereby equalizing the tax incentive for charitable giving for all taxpayers. A tax deduction may still be preferred for other reasons, such as greater responsiveness to the tax incentive by high-income taxpayers subject to higher marginal tax rates. 1 The second rationale focuses on the appropriate measurement of income subject to tax: donations transfer resources from the donor to a charity for a purpose such as aiding the needy. In terms of the Haig-Simons standard and ignoring any "warm glow" or other intangible benefi ts from the donation, the ultimate consumption is done by and benefi ts someone other than the donor. Since the donor's net worth has decreased as a result of the gift, a taxpayer's ability to pay is reduced and it is therefore appropriate to deduct the value of the donation when calculating taxable income.
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Although the deduction for noncash charitable contributions is one of the larger tax expenditures, the existing literature examining the deduction is relatively limited. This paper expands this literature in three ways. First, the paper presents new data on the types of property that are deducted as charitable donations on individual income tax returns and new estimates of the associated tax expenditure.
3 Second, using new data 1 Many studies, including O'Neil, Steinberg, and Thompson (1996) , have found high-income taxpayers to be more responsive to the tax incentive for charitable contributions than lower income taxpayers (but see Bakija and Heim, 2011) . In addition, some proponents argue that the charitable donations of high-income taxpayers to education, health, and the arts may involve larger positive externalities than the donations of lower-income taxpayers. See Ackerman and Auten (2006) for a discussion. 2 Andrews (1972) , for example, argued that the charitable deductions is appropriate under an ideal income tax since the consumption benefi ts, other than the satisfaction of making the gift, accrue largely to others. In the case of donations for the benefi t of the needy, Andrews argued that "the consumption…has been shifted to the recipients rather than the donor and should not be subjected to taxation at rates designed to apply to the donor's standard of living and saving" (Andrews, 1972, p. 347) . In the case of philanthropy more broadly defi ned, he argued that "the goods and services produced do have something of the character of common goods," while the Haig-Simons defi nition is aimed at the private consumption of divisible goods and services (Andrews, 1972, p. 346) . Note that this analysis ignores donor "club goods" benefi ts that result from donating to a charity in which the donor participates, such as a symphony concert series or a religious organization. 3 While corporations also make noncash charitable donations, the analysis presented here focuses on contributions reported on individual income tax returns.
on internet auction sales of used cars, the paper examines the deductions claimed for donating used vehicles and the effects of new legislation that tightened the rules. Finally, the paper examines policy issues related to the effi ciency and effectiveness of the tax expenditure for noncash donations and options for reform.
II. CURRENT LAW TREATMENT OF NONCASH DONATIONS
Since 1917, individual taxpayers have been allowed a deduction for contributions of cash or property to eligible organizations. Under current law, only those taxpayers who itemize may claim a deduction for charitable contributions, although the standard deduction is sometimes viewed as including an implicit allowance for some nominal amount of charitable contributions. 4 Two long-standing principles of the charitable deduction are that taxpayers are allowed to deduct the fair market value of property donated to a qualifi ed charity and that the tax code should not favor some types of charities over others -the tax system should remain neutral and allow individuals to choose which charities to support. Over time and generally in response to perceived abuses, Congress has legislated many exceptions to these general principles. Congress has limited the charitable deduction to the lesser of the fair market value or the taxpayer's basis (generally cost less any depreciation) for certain types of property donations. These include, (1) inventory property; (2) tangible personal property not used in a manner related to the charity's exempt purpose; (3) patents and certain other intellectual property; (4) property (other than publicly-traded stock) donated to certain private foundations; and (5) certain taxidermy property (e.g., stuffed antelope heads).
In some cases, the amount of the allowed deduction depends on how the charity uses the property. For example, donors are allowed to deduct the fair market value of a painting that is donated to a museum that will display it, but may only deduct the basis if the painting is donated to a charity that sells it at a fundraising auction. Since the limitation to the lesser of market value or basis eliminates any special incentive for donating inventory, donations of certain types of inventory property, such as food and drug donations for the needy and computers for schools, qualify for an enhanced deduction that is greater than the taxpayer's basis. In general, these enhanced deductions are limited to the lesser of one half the excess of fair market value over basis or twice basis in order to prevent the taxpayer from making an after-tax profi t on donated items. 5 4 A charitable deduction for non-itemizers was temporarily available in [1982] [1983] [1984] [1985] [1986] , but expired at the end of 1986. Ackerman and Auten (2006) discuss recent proposals to expand the charitable deduction to nonitemizers. 5 This is sometimes called the "baking cookies problem." Suppose a taxpayer could bake cookies with lowcost ingredients and claim a fair market value charitable deduction based on prices charged in premium cookie stores. With a suffi cient markup, the taxpayer could make an after-tax profi t by giving away cookies or other products whose value to the charity may be much less than the deduction. This is generally prevented by the rules limiting the enhanced deduction to twice basis.
Individuals' charitable deductions in a given year are also limited by a set of incomebased ceilings. The total deduction for charitable contributions is generally limited to 50 percent of the taxpayer's adjusted gross income (AGI). The deduction for contributions of appreciated property is generally limited to 30 percent of AGI, thereby limiting an individual's ability to claim a deduction for the full value of appreciated property on which no capital gains tax has been paid. Deductions of contributions to certain private foundations, where the donor may retain control over the disbursement of the donated assets, are also limited to 30 percent of AGI (20 percent for donations of appreciated property). Contributions exceeding these limits in a given year may be carried forward for up to fi ve years. Deductions for charitable contributions are also subject to the "Pease" limitation on itemized deductions, under which itemized deductions for high-income taxpayers are reduced by three cents for each dollar of income above a threshold. While this provision was phased out in 2006-2012, it is scheduled to return in 2013, although an Administration Budget proposal would limit this return to households with incomes over $250,000.
Additional rules govern how taxpayers document and value their charitable contributions, generally becoming more stringent as the value of the donation increases. For small donations of property under $250 each, taxpayers must either obtain a receipt from the charity or keep some form of reliable records. Ironically, the rules for cash donations are currently stricter than those for property donations for which the taxpayer's claimed value may be more open to question. Beginning in 2007, a cash donation of any amount must be supported by a either a bank record or a written communication from the charity. For property or cash donations of $250 or more, taxpayers must obtain a contemporaneous receipt from the charitable organization, but need not attach it to the return. Donors of noncash gifts totaling more than $500 are required to fi le Form 8283 which requires additional detailed information about the donated property, including the type of property, the donee, and the method used to value the property. A qualifi ed appraisal is generally required for donations of property valued at $5,000 or more (except for publicly-traded securities for which values are publicly known). The appraisal must be attached to the return if the value of the donated property exceeds certain limits. Ultimately, individual taxpayers (and, to a lesser extent, the appraisers they may hire), and not the donees, are generally responsible for establishing the value of donations -even for donations for which a receipt is required.
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In recent years, Congress has tightened the rules for donations of vehicles and used clothing. Prior to 2005, vehicle donations were subject to the same rules as donations of most other used property. Internal Revenue Service (IRS) form instructions made no mention of vehicle donations, but a publication on charitable deductions suggested that taxpayers could use used car pricing guides "as a starting point." An example subtracted the cost of needed repairs in determining value, but was not explicit about which market price was appropriate (retail, private party sale, wholesale, or trade-in value).
7 Thus, taxpayers had considerable discretion in assigning a value to their donated vehicle and, as discussed in a later section, the amounts claimed by taxpayers often greatly exceeded the ultimate benefi t to the charity. In response to perceived abuses and the large gap between the permitted deduction and the proceeds received by the charity, Congress tightened the rules governing vehicle donations in the American Jobs Creation Act (AJCA) of 2004. Starting in 2005, when the charity does not use a donated vehicle directly for a charitable purpose, the deduction is limited to the lesser of the gross proceeds from the sale of the vehicle by the charity or $500. In some cases, this amount may be less than the fair market value in the hands of the donor. If the charity intends to use the vehicle for an exempt charitable purpose, such as giving it to a low-income household or using it to deliver meals to the elderly, the taxpayer may claim a full fair market value deduction with an appraisal required only if the deduction claimed is more than $5,000. New reporting rules require the charity to provide the donor and IRS with information about the use of the donated vehicle: either the sales proceeds or certifi cation that the vehicle would be used for an exempt purpose. Revised IRS instructions on assigning fair market value refer to the private party price in standard used car pricing guides, which is lower than the retail price. Because of the perceived abuses associated with vehicle donations, the new policy broke the long-standing principle that fair market value of property is determined in the hands of the donor without regard to the value of the property to the charity. Similarly, because of concerns about deductions being claimed for the donation of "worthless" patents, another AJCA provision limited the deduction for patent donations to a declining percentage of the revenues received by the charity. For clothing donated after August 17, 2006, taxpayers are only allowed a deduction for used clothing in "good" condition or better, and appraisals are required on items valued at more than $500. Overall, the tax expenditure for noncash contributions equaled 19.5 percent of noncash contributions in 2005, and 19.9 percent of the noncash contributions of the top 1 percent of taxpayers. The fact that the effective tax rate on the top 1 percent of taxpayers is not much higher than the overall effective rate is likely the effect of the 3 percent "Pease phaseout" of itemized deductions for high-income taxpayers. This provision increases the tax effi ciency of the deduction for charitable contributions by effectively providing a 3 percent fl oor under itemized deductions for high-income taxpayers while generally preserving the marginal incentive for increasing contributions.
III. WHAT DO PEOPLE ACTUALLY DEDUCT?
A different perspective on the amounts of deductions claimed for noncash donations is provided by Figure 1 , which shows a frequency distribution of the amounts of noncash charitable contributions reported for 2005 up to $1,000, with the last bar representing all noncash donations over $1,000. The most notable feature is the sharp spike at $500, the threshold beyond which taxpayers are required to report the type of property donated, the name of the recipient charity, the signature of an appraiser (if required), and other detailed information about the deductions being claimed on a separate form (IRS Form 8283) . While this spike in donations is curious and may appear suspicious, there is no way to know the proportion of taxpayers who donated property worth more than $500 and rounded down compared to those that rounded up to the largest number that they could claim without making a detailed report. 8 The sharp drop in the number of taxpayers donating between $550 and $1,000 may indicate that many taxpayers limited the deduction claimed to avoid fi ling the additional form.
The remaining analysis focuses on noncash donations reported by taxpayers on Form 8283 for taxpayers whose total noncash contributions exceed $500. While only one-fourth of the taxpayers rep orting noncash donations fi led this form, these taxpayers accounted for almost 85 percent of the value of these deductions and all of the larger donations. 
A. Types of Donated Property
As shown in Table 2 8 Buchheit, et al. (2005) were the fi rst to document the tendency for taxpayers to bunch deductions in the $400 to $500 range, and attributed this to the $500 threshold for fi ling Form 8283 which requires taxpayers to report detailed information about the donated property. They found that this bunching dates to 1985 when Form 8283 and the $500 threshold were introduced. Previously, taxpayers were required to attach a statement describing noncash donations of any amount. While the new form was intended to improve compliance by requiring additional reporting, Buchheit, et al. found that an unintended side effect was to encourage taxpayers to increase claimed noncash contributions to just below the fi ling threshold for the form. 9 In 2005, the $41.1 billion in noncash donations reported on Form 8283 represented 85 percent of the $48.1 billion in noncash deductions claimed on Schedule A. Some taxpayers report more than $500 in noncash contributions, but fail to attach the required Form 8283. Table 3 shows the distribution of donations of broader categories of property by income class. Not surprisingly, donations of stock account for a large percentage of the donations of the highest income households. For example, stock donations accounted for 63 percent of the noncash charitable donations of the top 1 percent of taxpayers and 71 percent of the noncash donations of taxpayers with incomes of $1 million and over. These results are consistent with higher income taxpayers having both the greater tax incentives to donate appreciated property and larger amounts of such property. While not shown in the table, the donations data provide some evidence that much of the stock donated by high-income taxpayers had signifi cant appreciation. For example, for stock donated by the top 1 percent of taxpayers, the total reported basis was only about 15 percent of market value. 
B. Distribution of Noncash Donations by Income, Size of Deduction, and Type of Donee

Ta ble 3
Noncash $5,000-10,000 $10,000-100,000
$100,000- Among middle-income households, donations of clothing and other household items and vehicles are much more important. Except for the top 10 percent of taxpayers and those with low or negative incomes, donations of clothing and household items generally accounted for about two-thirds of the value of noncash deductions and vehicle donations accounted for another 12 to 20 percent.
11 Donations of stock generally accounted for only small percentages of the noncash deductions of lower and middle-income taxpayers. Table 4 shows the distribution of the size of annual deductions claimed for each type of property in 2004. In this table, for taxpayers with more than one reported donation of a type of property, all donations of each type of donated property are aggregated. The average annual deduction of corporate stock was $87,801, but the median deduction was only $9,817. Thus many donations of stock are for relatively modest amounts. While only about 2,100 taxpayers donated corporate stock valued at $1 million or more (1.2 percent of those with stock donations), these large donations accounted for $9.5 billion or 61 percent of the $15.5 billion value of all stock donations. Similarly, 55 percent of the $4.0 billion in donations of real estate were accounted for by taxpayers contributing at least $1 million. In contrast, the typical deduction amounts for clothing were much smaller, though perhaps larger than one might have expected given that most of the value of such donations is from households with incomes under $100,000. The median deduction for donations of clothing was $982, and two-thirds of the value of clothing donations was accounted for by taxpayers who deducted between $1,000 and $5,000. The size of these deductions may be partly the result of the so-called "ItsDeductible" phenomenon of the inclusion of valuation programs along with computer tax preparation programs.
12 Such programs provide taxpayers with suggested values for deductions for different items of clothing that depend on the taxpayer's self-assessment of their condition. ItsDeductible calls itself the "Bluebook of Donated Items." While the values in the computer programs are said to refl ect market prices, values used in some earlier versions of the program often exceeded retail prices at high-volume department stores. 13 The large amounts being claimed for clothing donations have generated various proposals for reform and stirred Congress to deny a deduction for clothing in less than "good" condition beginning in 2005. While relatively little of the value of deductions in Table 4 is from individual donations of less than $500, taxpayers are 11 The smaller percentage for clothing and household items in the lowest quintile refl ects some large stock donations by wealthy taxpayers with negative incomes. 12 For comparison, the mean clothing donation of $1,423 was almost as high as the mean household expenditure on apparel (excluding apparel services and other apparel) of $1,552 in the 2004 Consumer Expenditure Survey. Brown (2008) provides additional discussion of clothing deductions. 13 For example, in 2003, ItsDeductible valued used maternity pants at $24. In that year, the retail price for maternity pants at mass-market stores was between $18 and $28 (numbers based on an online "shopping trip" by Treasury Staff). The values suggested by ItsDeductible seem to have been reduced in recent years, but may still be higher than values in other sources. Another indicator of the deductions claimed by some taxpayers is that for those taxpayers reporting their cost basis for clothing donations, the deduction claimed was 35 percent of reported cost.
not required to report this detailed information when total noncash deductions are less than $500. The public policy merit of deductions for noncash donations may depend on who receives the donations. As shown in Table 5 , the largest amounts of noncash donations by taxpayers making more than $500 in noncash contributions went to private foundations and large national charities such as the Salvation Army, Goodwill, and similar organizations. The types of property donations differed greatly, however, as foundations primarily received donations of stock, while donations of clothing and household items accounted for most of the deductions for donations to the large national and international charities. While foundations received the majority of all stock donations (56 percent and $8.9 billion), 18 percent went to educational institutions and 11 percent went to religious organizations. Donations of other types of property were generally distributed widely across different categories of charitable organizations. Table 6 focuses in more detail on 2004 donations of food, clothing, and household items and the charities that receive these types of donations. Charities and religious organizations that accept these types of donations may be viewed as more oriented toward social welfare activities and the provision of benefi ts to low-income households. Overall, these charities received about $16 billion in noncash donations, about 40 percent of all noncash donations. A group of about 10 of the largest national and international charities were the largest recipients of clothing, computers, and other household items, accounting for well over half of each type of property. These organizations accounted for only about one-sixth of donated vehicles, however, and received relatively little in the way of stock and real estate donations. Overall median deduction amounts for all types of property were about $500 for all types of donees. The 25 th percentile deduction for most types of donations was generally about $200, while the 75 th percentile deduction was generally $1,000 to $1,200. Median deductions for vehicles were signifi cantly larger, while deductions for food donations were typically small. Many donors reported multiple donations, however, so that total annual donations were larger than what is shown in this table.
IV. VEHICLE DONATIONS: A CASE STUDY OF A POLICY CHANGE
The donations of cars, vans, and light trucks examined in this section make an interesting case study for two reasons: (1) recent law changes affected the deductions available to individuals donating vehicles, and (2) car auction data available to the authors expand our knowledge about the actual resale values of used vehicles. Although anecdotal evidence and audit results suggest that many taxpayers overstated the value of their automobile donations, direct evidence of overvaluation is hard to fi nd because audits rates are low and supporting information about the donated vehicles on tax returns contains little detail. However, the limited information available suggests that over-reporting was common. For example, a U.S. Government Accountabiliy Offi ce (GAO) (2003) study examined a small set of donated automobiles and found that most of them were resold at auction at a small fraction of the value claimed on the returns. 14 Recent law changes have limited taxpayer discretion when valuing vehicles donated for resale. The rule changes in 2005 combined with the auction data provide an opportunity to explore the effects of the new law and to examine taxpayer valuation behavior. To preview the results, this law change (combined with the expectation of increased scrutiny by the IRS) led to a 66 percent decrease in the number of vehicle donations and a 50 percent decrease in the average deduction.
A. Historical Background on Vehicle Donations
Vehicle donation programs have existed for at least thirty years and initial programs were small. By 1991, however, at least six national charities (including Goodwill Industries, the National Kidney Foundation, and the Salvation Army) were operating successful vehicle donation programs that generally accepted trucks, boats, and RVs as well as cars. Although vehicle donation programs were still limited and relatively unknown by the general public, by 1992 the California Attorney General's Offi ce had already taken notice of the large gap between amounts raised by commercial fundraisers through the sale of donated vehicles and the amounts ultimately received by charities (Cabot, 2002 ; California Offi ce of the Attorney General, 2004) . Rapid expansion continued throughout the 1990s and by tax year 2000 GAO (2003) estimated that 733 thousand vehicles were donated to charity at a cost to the IRS of $654 million. That year, the American Kidney Foundation's "Kidney Car Program," the nation's largest program, collected more than 72,000 automobiles (Cabot, 2002) .
Although the fi rst vehicle donation programs were run by the charities themselves, a for-profi t industry soon developed to assist non-profi ts in the processing of donated automobiles and light trucks. This development enabled smaller charities to accept donations, and by 2001 approximately 4,300 charities were accepting vehicle donations (GAO, 2003) . Most charities accepting donations had contractual relationships with private companies under which donated vehicles would be picked up, towed, processed, and ultimately sold by the private contractor at an auction (often for liquidation prices) or to a salvage yard. The for-profi t handler would supply a receipt identifying the automobile, but making no reference to condition. The taxpayer could claim a charitable deduction based on the "fair market value" of the vehicle. The charity would receive a share of the net proceeds from the sale or a fi xed payment per car. After reducing the sales proceeds by vehicle processing (including towing) and advertising costs, the benefi t to the charity would generally be a small percentage of the amount claimed by the donor as a charitable deduction. The for-profi t handlers would receive the bulk of the sale proceeds, while taxpayers typically claimed much higher values on their returns.
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Charities contracting with for-profi t fi rms might do little more than cash a monthly check. Reports from the period suggest that many donated automobiles were in extremely poor condition. For example, an executive at a major processor reported in an interview with the Nonprofi t Times (Sinclair, 2000) that nearly half the cars received didn't run at the time the donations were accepted, and sold on average for $400 (factoring in those that were nearly worthless). However, it should be noted that even with the small benefi ts to the charities per car relative to total revenues or total deductions, vehicle donation programs often generated a steady stream of revenues for charities that participated.
In February 2004, the Administration's Budget included a proposal to require an appraisal for donated vehicles, and that June the Senate Finance Committee conducted hearings on abusive practices across the nonprofi t sector (U.S. Senate Finance Committee, 2004) . Congress included the tightening of the valuation rules for vehicles described in Section II as part of the American Jobs Creation Act of 2004.
B. What the Tax Data Tell Us about Vehicle Donations
This section explores the donations of automobiles, vans, and light trucks (hereafter, "vehicles") using a unique dataset that combines tax return information on deductions claimed for used vehicles donations in 2003-2005 with sales information for similar used vehicles sold in online auctions in 2003. The tax data span the recent law changes that were designed to limit abusive deductions for vehicle donations. These data are matched to sales data constructed from the roughly 300,000 vehicles sold on eBay in 2003. Although we do not match a donated vehicle to the sales price of that particular vehicle, we are able to match donated vehicles to auction data for vehicles of the same year, make, and model, the only information consistently available in both datasets. 16 This dataset is used to explore how the deductions claimed on tax returns for donated vehicles compare to the distribution of internet auction prices of similar vehicles. Table 7 shows basic summary statistics for charitable donations of all vehicles reported on Form 8283. Although taxpayers donate boats, airplanes, and other vehicles, the overwhelming majority of donations are of automobiles and light trucks. 17 Nearly all taxpayers donate only one vehicle in a given year, although some donate larger numbers, including vehicle "collections." Vehicles donated in 2003 and 2004 were valued by the taxpayers or their agents. In 2005, the vehicles were valued in one of two ways: 15 The California Attorney General's Offi ce reported that charities received only $11.5 million or 31 percent of the $37 million gross proceeds of commercial fundraisers from the sale of donated vehicles in 1991 (Cabot, 2002) . The GAO (2003) study concluded that charities were receiving very little relative to the values claimed by taxpayers. 16 Taxpayers typically reported only year, make, and model of donated vehicles. Only a small percentage reported information about mileage, condition, VIN number, or title number. 17 Other donated vehicles include golf carts, racing cars, and Segways. The number of total vehicles in Table  7 differs slightly from SOI totals in recent SOI Bulletin articles due to coding decisions by the authors.
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Deductions (1) taxpayers could donate the vehicle to charity for resale and accept the gross proceeds as the value of the automobile, or (2) (Wilson, 2008) . Table 8 shows median values for donations of common automobiles and light trucks by income class. As expected, the median value of donated vehicles generally increases nearly one-third of the donated automobiles were valued at $500; no such bunching is apparent prior to the law change. Taxpayers with vehicles worth up to $500 are not required to participate in the information reporting regime, and instead establish the value by themselves. As discussed previously, bunching suggests that taxpayers are not claiming fair market values, but instead either intentionally understating the value of the donation to avoid higher compliance costs and audit risk, or overstating claimed by taxpayers by model year and the mean and standard deviation by model year of the eBay auction prices for over 120,000 Ford Tauruses sold that year (the standard deviations are shown in gray). As is clear from the graph, taxpayer vehicles were consistently valued as if they were of better quality than most Tauruses of the same model year. For a 13-year-old Taurus, the taxpayer mean valuation corresponds to an LX sedan in excellent condition with 80,000 miles, a moon roof, and other premium features. Based on Kelly Bluebook values as of March 2008, the auction mean price corresponds to an LX sedan in good condition, with 120,000 miles, and manual windows and mirrors. The difference between the auction prices and the taxpayer valuations doesn't necessarily refl ect abuse by these taxpayers -the comparisons are between different cars. However, since the evidence supports the generally poor condition of donated automobiles, this fi gure does call into question the accuracy of taxpayer claims. A closer focus on auction prices and taxpayer valuations is presented in Figure 4 , which compares the taxpayer valuations with auction prices using normalized prices and the conditional distribution function for those prices.
18 A normalizing procedure is needed in order to analyze taxpayer valuations of widely disparate vehicles (e.g., a 1988 Ford Escort and a 1998 E-class Mercedes). In the fi rst step, means and standard deviations of auction prices were computed for each vehicle type by year, make, and model to construct normalized price distributions for each vehicle type. Then, each donated vehicle was assigned a value between zero and one depending on its location in the distribution of auctioned vehicle prices for the same make, model and year. A value 18 Over two-thirds of the common make and year vehicles in the tax data (i.e., excluding antique cars and inventory) could be matched to the auction data. Most of the unmatched vehicles contained incomplete descriptions on the taxpayer's return. 
Figure 4
Prior to the Law Change, Taxpayers Valued their Vehicles Far Above the Sale Prices of Similar Automobiles of 0.5, for example, means that the taxpayer's claimed deduction for the vehicle equals the mean price of all auctioned vehicles of that make, model and year. In general, the value of this variable gives the probability that a vehicle of this year, make, and model would sell at auction for less than the taxpayer's valuation. The normalized price variable (conditional on year, make, and model) can be interpreted as a measure of implied quality. For example, a vehicle valued at the auction mean price is, by defi nition, of average quality for used vehicles of that year, make, and model and is represented in the cumulative distribution variable by 0.5. A value signifi cantly above 0.5 implies that the quality of the donated vehicle is far better than the average -perhaps due to condition, mileage, or features. A signifi cantly lower value implies that the donated vehicle is of below average quality.
In 2003 While most of the donations should have been valued at wholesale price when sold by the charity, vehicles used directly for charitable purposes could still be valued at the private party price, which is the price represented in the auction data.
Finally, Table 9 presents a limited series of regressions that explore the relationship between relative implied automobile quality (as measured by taxpayer valuation relative to auction prices) and taxpayer and automobile characteristics. Some regressions are probit models with a value of 1 for donations with taxpayer valuations at least one standard error higher than the mean eBay value for that vehicle's make, model, and year. The dependent variable in regressions 5 and 6 is the value between 0 and 1 discussed above which measures the claimed quality of the donated vehicles relative to comparable auctioned vehicles. Regressions 1 and 3 examine a basic noncompliance probit model where the independent variables are income and tax price. The coeffi cients on income are not statistically signifi cant but are consistently small and negative in all of the probit equations, which could imply slightly less overstatement of value or quality by higher income taxpayers. The coeffi cient on the tax price of charitable donations is negative in all of the probit equations, consistent with the idea that higher tax rates are associated with a greater tendency to claim an unusually high vehicle value or quality -but the coeffi cient is statistically signifi cant only in regression 3 where the basic probit model is applied to pooled 2003 and 2004 data. The income and tax price variables were not statistically signifi cant in regressions 5 and 6 in which dependent variable is the normalized price variable. Some regressions consider an expanded model with additional variables of interest. Taxpayers who used computer software such as TurboTax (but did not use a paid preparer) were less likely to assign a high value to their automobile, although this was statistically signifi cant in only two of the regressions. Taxpayers were less likely to claim a large deduction (relative to the distribution of internet auction prices for similar vehicles) for donations of older cars and for donations of vehicles of luxury makes and models, although these were statistically signifi cant in only some specifi cations. Those donating vehicles in 2003 were more likely to assign a high value to their automobile, but this may be a result of the defl ation strategy for 2004 values. Overall, the results of these regressions may provide insight into factors affecting taxpayers valuations of donated relative to typical market prices, but the general low level of statistical signifi cance means that no strong conclusions can be drawn.
C. Eff ects of the Law Change
It is clear from the data that the change in the law in 2005 had major effects on vehicle donations. Taxpayers are donating fewer automobiles (or at least not claiming suffi cient value to require reporting the donation on Form 8283), and they are claiming lower values for these vehicles. Charities also report a large drop in donations and associated revenues; they also report a drop in the average value of donated automobiles.
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There is evidence of other changes within the industry. For example, some donation programs are specializing in either disposal (accepting all cars for quick turnover) or exempt purpose donations (accepting only automobiles suitable for the poor or other groups) (GAO, 2008).
V. ISSUES IN EVALUATING THE TAX EXPENDITURE FOR NONCASH DONATIONS A. Valuation Issues
A key issue raised by the deduction for property gifts is determining the fair market value of donated property. For publicly traded securities with active markets, this is relatively straight-forward because transactions with arms-length prices are widely reported and liquid markets allow charities to turn such donations into cash at relatively low cost. 20 Valuation can be more diffi cult for securities that are not publicly traded 19 See Rowland (2005) and Stokeld (2005) . Volunteers of America, which runs a large program, reported a drop of about 40 percent from the previous year. GAO (2008) found that six of the 10 charities from the 2003 study saw a drop in donations in 2006. 20 Even for publicly-traded securities, there are some ambiguities, such as establishing the date for determining the market value when there are lags between mailing a letter authorizing a donation, receipt of the letter, and the sale of the security. IRS regulations provide specifi c rules, but these may not be known by taxpayers. There have been various court cases dealing with this issue.
or traded in thin markets, and for other types of property. As a result, there have been many disputes between taxpayers and the IRS, and many cases of abuses by taxpayers. The valuation of donations of works of art, for example, has long been an area of disputes, abuses, and court cases. While art auctions establish the value of particular works and the works of some artists, the values of other works and works by other artists can be diffi cult to determine. Prior to 1968, there were many cases of abuses such as purchasing works of art and then claiming a much higher market value when the art is donated to a charity after a short time or selling works of art to a charity at a "below market price" and then claiming a deduction for the discount. In response to problems like these, Congress authorized the IRS to establish the Art Advisory Panel in 1968 to review values claimed by taxpayers. While works of art, real estate, conservation and façade easements, and other high value property can potentially be valued by professional appraisers, appraisal is art as well as science and opinions vary widely among even the most scrupulous appraisers.
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For other types of property, there are multiple markets where the goods are exchanged with signifi cant differences in prices. For used cars, for example, the price of a used car purchased from a dealer is commonly three to four times higher than the price the dealer would offer on a trade-in or the price at an auction, with the typical price of private party sales being somewhere in between. For used clothing, the prices charged by premium used clothing stores are likely to be much higher than prices at thrift shops operated by religious organizations, fl ea markets, or garage sales. While these prices vary widely, they are all prices at which transactions occur and could be said to refl ect fair market value. 22 The variation may in part refl ect intangible characteristics such as style and designer label. Prices may include an implicit or explicit warranty or assurance of quality, condition, or cleanliness. In other cases, low prices may refl ect a desire on the part of the charity to offer subsidized clothing to low-income families. The challenge for tax policy is to set appropriate standards with clear rules and regulations that result in consistent and fair deductions by taxpayers.
Furthermore, there is a natural tension between the competing goals of requiring more accurate valuation and limiting complexity and burden, particularly with low value items like articles of clothing. From a tax policy perspective, appraisals, audit, or even elaborate record keeping on such items may not be appropriate. On the other hand, in 2005, the individually small valuation decisions by over fi ve million taxpayers translated into at least $7 billion of deductions for clothing and household items. 23 21 The Pension Protection Act of 2006 strengthened requirements for appraisers and appraisals used to value charitable contributions. Proposed regulations issued in 2008 intended to implement this legislation require appraisers to have verifi able education and experience, and to provide examples of education and recognized appraiser certifi cation. To the extent that standards and certifi cations exist, however, they are determined at the state level. 22 Charities are paid a few cents per pound for clothing resold to for-profi t vendors, which could also be considered the fair market value. 23 Since these data only include donations reported on Form 8283 and most donations of lower and middleincome households consist of such items, the actual total is likely to be higher.
A related question is who should have the responsibility and bear the burden of valuing donated property. Current rules generally place the responsibility and burden on the taxpayer, but some proposals would require recipient charities to provide valuations or guidance on valuations.
24 Unlike normal market transactions, where the buyer and seller have opposing interests, charities currently have no incentive to limit the values claimed by donors of property. They may have an incentive to support high valuations in order to obtain a desired gift. This lack of opposing parties further complicates the issue of proper valuations and the search for appropriate reforms. A 2003 dispute between the IRS and a taxpayer over violins sold at a below-market price to the New Jersey Symphony Orchestra illustrates this issue (Jones, Johnstone, and Kozinn, 2004) . 25 In this case, the taxpayer's valuation was far higher than the orchestra's own assessment of the instruments' value. Although the charity had no legal responsibility to ensure the accuracy of the taxpayer's return, the Senate Finance Committee questioned whether the charity was complicit in the apparent abuse.
Another issue is that the value received by the charity can be much less than the value claimed by the donor as a charitable deduction. As discussed above, in the case of donated vehicles sold at auction, the charity only receives the net proceeds from the auction net of processing expenses, while the donor taxpayer can deduct gross proceeds, and prior to 2005 could deduct full fair market value. Similarly, the costs of turning donations of used clothing or household items into cash or restoring them to usable condition may be substantial relative to the value claimed for the deduction. Finally, the solicitation and receipt of certain property donations may divert the energies and resources of the charity toward the operation or oversight of a business activity that has little or nothing to do with its charitable purpose and also reduce the charity's goodwill (an asset). Such effects were noted with respect to the involvement of charities in the donation of used cars, but this problem may arise for other similar activities.
These concerns need to be weighed against the public benefi ts from charitable donations of property. Donations of fi ne art and items of historical value to museums and libraries allow the public to benefi t from seeing and studying items that might otherwise only be enjoyed by the wealthy. Donations of clothing and used household items may mean that goods that would otherwise be thrown away are recycled or reused.
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Noncash donations that present valuation problems and may not be effi cient from a 24 Some recent proposals, for example, would require charities to provide taxpayers with lists of clothing values or prices charged in their stores. 25 A second case involved the Smithsonian Institution and a donation of gems. Both cases involved "below market" purchases. 26 For example, over 2.5 billion pounds of textile waste was recycled in the United States in 2007, 35 percent of which was clothing. Although much of the clothing is recycled into cleaning rags, as much as one-third of the clothing is resold in Africa, South America, and Asia (see citations in the following footnote). A second example involves the recycling of luxury kitchens; a recent The New York Times article describes a charity that removes and resells luxury kitchens that might otherwise have been discarded. The tax incentive encourages remodelers to participate, even though their interest in the recipient charity (an addiction prevention program) may be minimal (Haughney, 2008 When a taxpayer donates appreciated stock or other property that has appreciated in value, the taxpayer potentially escapes capital gains tax on the amount of appreciation (assuming that the taxpayer would otherwise have sold the property around the time of the donation) as well as receiving a fair market value deduction.
28 Furthermore, because under current law collectibles face higher capital gains rates than stock (a maximum rate of 28 percent as compared to 15 percent), donated collectibles receive the most favored treatment of all. This differential treatment may have implications for the mix of property and cash donated, and may have implications for charities in terms of the mix of goods they receive or in terms of disposal costs and risks. In prior periods when tax rates were considerably higher, some taxpayers could actually save more in tax from the charitable deduction and avoidance of capital gains taxation than the market value of the property, thereby making money by giving it away (Auten, Clotfelter, and Schmalbeck, 2000) . By ignoring capital gains taxes, traditional calculations may understate the total revenue cost of the tax expenditure.
Deviations between the value received by the charity and the value obtained by the taxpayer raise issues with respect to how tax expenditures are measured. Tax expenditures for charitable contributions are generally measured by calculating the additional revenue if the deduction were repealed. Deductions for donations of appreciated property, however, raise the question of whether the foregone capital gains revenues should be treated as an additional amount of tax expenditure. This would, of course, be inconsistent with the traditional procedures. And it is not known whether the taxpayer would have otherwise immediately sold the asset or would have held it until death at which time the gain would have been exempt due to step-up in basis. However, some scholars have argued that failing to tax the capital gain is inappropriate under an income tax, thereby implicitly considering the capital gains an additional tax expenditure (Halperin, 2002) .
Although the tax expenditure may be higher per dollar of donation and per dollar of value to the charity for donations of appreciated property than for donations of cash (due to the avoidance of the capital gains tax), effi ciency concerns may be reduced if the price responsiveness of noncash giving is greater than that of cash giving. For example, a high degree of responsiveness is suggested by the fact that for the highest 27 However, availability of a supply of cheap used clothing is not always considered desirable -some nations have banned the import of used clothing, arguing that such clothes undermine the local clothing manufacturing industry. See van der Westhuizen (2007), the Secondary Materials and Recycled Textiles Association (2008), and Wicks and Bigston (1996) for a range of positions. 28 If the property were not donated, the taxpayer would have the opportunity to hold for life and then no capital gains tax would be owed as heirs would receive the benefi t of the step-up in basis at death (except those dying in 2010).
income group, noncash charitable contributions declined signifi cantly as a share of total charitable contributions and average noncash contributions fell by about 50 percent after the Tax Reform Act of 1986 made appreciation in property donations a preference item under the alternative minimum tax (AMT). 29 Clotfelter (1990) found that donations of art to 19 art museums and of appreciated property to 16 private universities declined signifi cantly from 1985 to 1988 after a temporary surge in 1986. O'Neil, Steinberg, and Thompson (1996) found that the price elasticity for noncash charitable donations was substantially larger than that of cash donations (-1.30 versus -0.78). When they divided their sample by income class, they found that the responsiveness of noncash giving increased with income and was very large for the highest income class, but was insignifi cant or of the wrong sign for taxpayers with incomes under $200,000 in 1985. These results may indicate different factors at work for lower and middle-income taxpayers reporting noncash donations, and suggest that the conventional measure of tax price used may not be appropriate for these taxpayers.
30 Eaton and Milkman (2004) found that the proportion of noncash donations was highly sensitive to the relative price of noncash donations, with an elasticity that often exceeded -1.0 in absolute value. Thus, there is some evidence that noncash donations may be more responsive to tax incentives for charitable contributions.
VI. POLICY ISSUES: OPTIONS AND CONSIDERATIONS
Policymakers might consider reforming the tax expenditure for noncash charitable contributions in several ways including reducing the cost of the tax expenditure, making the tax expenditure more effi cient, improving compliance, increasing the "fairness" of its distributional effects, and increasing the amount of charitable contributions and the associated benefi ts to charitable purposes. Clearly, there are tradeoffs among these goals, as options to reduce revenue costs could result in reduced contributions to charities that provide valuable social and public services. The challenge for policymakers is to fi nd policies that address perceived problems without reducing valuable donations or the services provided by charities. This section provides a brief summary of several reforms of the tax expenditure for noncash charitable contributions that have been suggested in various tax reform studies.
Some proposals focus on improving compliance through increased reporting or stricter valuation requirements. Third-party reporting is thought to be particularly effective. 29 Auten, Cilke, and Randolph (1992) data show that mean noncash contributions on tax returns with constant law real AGI over $1,000,000 declined from about $40,000 in 1983-1985 to about $20,000 in 1988-1990 . This comparison excludes the transitory shifting that occurred between 1986 and 1987 and thus refl ects a longer term response. 30 In particular, since, as discussed earlier in this paper, high-income taxpayers tend to donate appreciating property while low-income taxpayers primarily donate used clothing and household items, the conventional price of giving may have been mismeasured for lower income taxpayers in assuming that capital gains tax would have been saved on their contributions.
Some reformers propose requiring charities to provide receipts to both taxpayers and the IRS that specify the value of donated property once it exceeds some threshold. 31 New reporting requirements, however, would impose higher compliance costs on charities and introduce privacy concerns as donors would have to provide their Social Security numbers to charities. Evidence suggests that being forced to report additional information on tax forms can improve compliance. Other compliance options would be to reduce the $500 threshold at which taxpayers are required to report detailed information about their noncash donations or to revise the form on which noncash donations are reported. 32 Others have suggested that compliance could also be improved by tightening the valuation requirements for property donations (Independent Sector, 2005) . The Pension Protection Act of 2006 tightened the thresholds for imposing accuracy penalties on taxpayers, required qualifi ed appraisers to meet new education and experience requirements, and imposed new penalties on appraisers for valuation misstatements. The IRS promptly issued guidance followed by proposed regulations detailing new requirements and defi nitions of qualifi ed appraisals and qualifi ed appraisers. While the new penalties on appraisers strengthen their position relative to donors desiring overly generous valuations, it is too soon to know how well the new requirements will work in practice. Because of the diffi culty of valuing used clothing and monitoring compliance, a Joint Committee on Taxation (JCT) (2005) report included a proposal to limit deductions of clothing and household items to $500 per taxable year. The Independent Sector (2005) argued, however, that the cap would discourage donation of higher value and high quality clothing, while continuing to allow a deduction for items of little value. The extreme option would be to eliminate the deduction for donations of certain types of property. Proposals have been offered that would eliminate deductions for clothing and accessories, and/or household items. Recent changes in the Pension Protection Act of 2006 eliminated the deduction for clothing and household items unless the items are in good condition or better, effective for donations after August 17, 2006, but this seems to have had only a small temporary effect on the amounts of such deductions.
The tax expenditure for charitable contributions could be reduced and the effi ciency of the charitable deduction increased by imposing a fl oor under deductions for charitable contributions, including a possible separate fl oor for noncash donations. The President's Advisory Panel on Federal Tax Reform (2005) proposed that the charitable deduction be limited to donations in excess of one percent of income. Others have suggested fi xed dollar fl oors. As shown by Ackerman and Auten (2006) , a fl oor can result in a substantial effi ciency gain while still providing an incentive at the margin for most taxpayers 31 This approach would mark a major break with current policy, because the valuation burden would be shifted to charities and their agents. Charities have argued against such ideas, arguing that they would lead to disputes between charities and donors and to unwarranted pressure on the charities to infl ate values. 32 As noted earlier, Buchheit, et al. (2005) found that noncash deductions were bunched just below the threshold for detailed reporting. Tax forms could be revised to improve compliance as one section of the current form only applies to donations of partial interests valued at under $5,000, which are likely very rare, while not requiring VIN numbers or mileage for donated vehicles.
to increase charitable contributions. Because the compliance problems differ between cash and noncash contributions, separate fi xed dollar fl oors (such as $200) could be imposed under cash and noncash donations or a fl oor could be placed only on noncash donations (Brown, 2008) . Some proposals would reduce the cost of noncash deductions by limiting the deduction on appreciated property to a taxpayer's basis in the property. 33 A Joint Committee on Taxation (2005) proposal would limit deductions to the lesser of fair market value or basis for most noncash donations, with exceptions for publicly traded securities and possibly property to be used to substantially further exempt purposes. 34 Limiting the charitable deduction to basis, however, could result in reduced charitable donations of property, such as occurred after the Tax Reform Act of 1986 (Auten, Cilke, and Randolph, 1992; Clotfelter, 1990) . As an alternative approach to addressing valuation problems associated with property gifts while maintaining the incentive for donating appreciated property, the President's Advisory Panel on Federal Tax Reform (2005) suggested allowing owners of appreciated property to sell the property and claim the full sale proceeds as a deduction without being taxed on the capital gain. While this proposal would largely eliminate valuation issues, safeguards would be needed to ensure arms' length transactions.
VII. SUMMARY AND CONCLUSIONS
This paper examines the tax expenditure for the deduction for noncash charitable donations using income tax data on taxpayer deductions for donations of property, and includes a detailed examination of donations of used vehicles. The fi ndings indicate that high-income taxpayers tend to donate appreciable property such as stock and real estate, while most of the donations of lower and middle-income taxpayers consist of used clothing and household items. One implication of this fi nding is that econometric estimates of the tax price elasticity of charitable contributions may be biased because of their implicit assumption that taxpayers are donating appreciated property. Taxpayer deductions claimed for donations of used vehicles are compared to private party internet sales of vehicles of the same make, model, and year. Consistent with other studies, the evidence suggests that the taxpayer valuations are much higher than the prices of most internet auction sales. Either taxpayers were donating very high quality vehicles (less likely) or they were overstating the true values of their vehicles (more likely). 33 Current limitations include the lower percentage of income limits on donations of appreciated property, and the stricter rules governing donations of certain appreciated property to private foundations. 34 Halperin (2002) argues that the correct approach for tax policy reasons would be to treat gifts of appreciated property as taxable events. Taxpayers would continue to claim a full fair market deduction, but would separately pay capital gains tax on the amount of appreciation. Imposing the capital gains tax would be more favorable for taxpayers than limiting the deduction to basis in some cases. Halperin considers an exception of for property uniquely important to the charitable mission of the recipient, such as art donated to an art museum.
collect and distribute clothing and household items. Public benefi t charities include those that provide individual or community benefi ts but are not included in other categories. This category includes homeless shelters, food banks, and political think tanks. In some analysis of donations of food, clothing, and household items, thrift stores other than those of the large national charities are broken out as a separate category.
